
Re: - 1 

- 
Dear Nr. -. 

This is in response to your letter dated , 

t, Senfor Tax Auditor Henry Gordon. In a letter dated January 
11, 1 9 8 9 ,  nr* Cordon asked you to confirm t h a t  the premiums a t  
issue in the above-cited petitions for redetermination 

t h e  t w o  requirements for the - 5 0  percent reduced rate 
of ~eoenue,and Taxation Coae section 12202: the preniums were 

issued to pension or profit-sharing plans; and 
exempt or qualified under Internal Revenue 

401(a),  403(b), 404, 408(b), or 501(a). 

u state that your records list the policyholders as  
d e s i g n a t e d  a s  pension or profit-sharing 

This is not sufficient. - All 
clein t h e  r e d u c e d  r e t e  ' must be 

and, as discussed below, none 
you assert. 

U s t a t e  that your listings do n o t  d i s c l o s e  whether 
the subjepolicyholder~ were q u a l i f i e d  under t h e  Internal 
3evenUe 4 .  Eowever, you a s s e r t .  t h a t  it is a n  eminently 
r e a s o f i ~ b l ~ ~ ~ n ~ t i O n  to conciuce that e l l  the pensfon and 
prof i t - sh f ig  p l a n s  m u s t  have h e e n  exenpt or qualified ur;ucr 
IRC sectit0l(a) or 501(a) because such qualification was 
, , u t i n e l Y \ i l a b l e  to any pension or profit-sharing plan  an< 
because t\dvantac?;os G £  cbtai f i f  na s u c h  qualification were so 
a d ~ a n t a g t c t h a t  any t r u s t e e  ulzuli' have been g r o s ~ 1 . y  .negl j 8~.::c'i 
r f +->@ 4ll$c;,t;?cn w;?rc r.1-.t,; l - . -  
i -. . . : I..- 3 . . . .  
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.!,L, . . .. r rc!ucpc r a t e  o f  :;&.:cLiun 12102 i s  .: ~ , ? . r t  i a i  
exempt j .n . i  i i ( > r T ,  Lk:e o t h e r ~ , : i u e  cpl;:lic=?~t;le r z t c  set :I,:{ t t : e  
' 3 0 ~ s t i t i l ! . ! c . ! r :  :1. 

. 
'2.35 percer i t .  (c&i.  Cof is t .  A r t .  : i . l iI ,  Sec. 2 5  

c.ut?cl. (:.:I You have t.t!e 3 u r d e n  oi e s t ~ ! . : l i : : - h i n g  t h a t  Y O U  

ccjme cle.?r::r 's'ithi~. t h e  terns a t i t h o r f z i n q  t h a t  . ~ r . e ~ p t i o n .  
(!i.J. H e i n i  v .  S t a t e  Board of ~ ~ u a l i z a t i o n  (196.? j  2C)9 Cal.Ap~. 
26 1, 4.) 'To satisfy this burden, you m u s t  c ~ n f i r n  t h a t  t-he 
~ u t ! - ~ e c t  p:er*!iuns rw'ere f rop  policies iscue6 t o  plarrc w h i c h  kwr.re 
actually e x e ~ p t  or q u a l i f i e d  under the r c l e v ~ n t  ZRC sections. 

P b v i o u s l y ,  the most e f f i c i e n t  on?. c o n v i n c i n g  manner in 
which t o  satisfy t h i s  burden is done at the time the policies 
a r e  is~ued. Hany i n su re r s  have  fully e x p l a i n e d  t h e i r  methods 
t o  ensure t h a t  preniuan for which the reduced rate is claimed 
are iron p ~ i i c i e s  meeting b o t h  requirements ar.6 properly coded 
in their records as such. Since you have apperently not ye t  
done this, you m u s t  do so now. Each qualifying policyholder 
will have been issued a l e t t e r  from the IRS. I f  necessary, yoc 
should obtain such letters f o r  t h e  p e r i o d s  i n  question, 

You a l s o  state your sssumption that premiums from 
policies originally issued t o  pension o r  profit-sharing plans 
continue to qualify for the reduced r a t e ,  even i f  t h e  premium 
a r e  subsequently paid on an individual baois by persons who had 
been t erminated  from t h e  p l a n .  He di sagree  with this 
cssumption. We interpret the lanquage of section 1 2 2 0 2  that 
'gross premiums received upon p ~ l i c i e s  or contracts issued i n  
c o n n e c t i o n  with a pension plan or profit-sharing plan ...' to 
mean that th e  reduced rate applies o n l y  t o  premiums from J 
policiec that nre actually held and paid by pension o r  
p r o f i t - s b a r i r t g  plan policyboldere Pol i c i e s  for which premiumr 
z r e  p a i d  k.y on  individuzl after t e r a i n a t i c n  f r c ~  a pension or 
pr~fit-sharing p l a n  are no longer regarded as issued to a 
pension or profit-&baring plan within the meaning of section 
12202. Preniua~ from such p c l i c i o s  are taxable at the full 
rAte prca;j5ed i n  sec t ion  12202, 

I n  s c w a r y ,  t h e  reduced r a t e  a p p l i e s  o n l y  t o  tkose  
premium: I . C G P I  p o l i c i e e  issued t o  plans ~ o t i s f y i n ~  each of the 
t v o  requirements set forth in section 12202. The plans may not 
be "?ilrc::t e s c l . u ~ i v e l y W  pension or  p r o f i t - s h f i r i n g  p l a n s ,  but 
airst aL1 ;.:G Fcr!sior! o r  prcf i t - s h a r i n g  p l a n s .  You must confirn 
t h a t  eai..? r ! a r?  in exempt or qirzlified under one of t h o  l i s t -e6  
l Jc  _.-,.. .. . . .- r w i l l  !?of z ~ C t ! y ~ e '  t h a t  B ' U C ~  is t h e  case.  . 

?in::: j*:, c ...,.: l ; c ~ r  tc(.:ts, cc: p r e ~ n i u m s  paid by ir:diviCual 
po?icyk.c.;  . c r ~ .  \would qualify f o r  t h e  reGucec r a t e .  



Pleb::c. prsvide us 1;:r?c specific ancurit:; 5f p r c ? m i ~ . - : ; ,  
y e a r ,  c i , n ~  y c ~ b  C E T !  conf ~ Z T T ,  ifr(- e ~ t l t l e d  t o  tp,a 1c:iuced r a t .  . . 

::.. 

s e t  forth a b o v e .  A l t h o u g h  xo voc1.d l i k e  LC a c t  or! yacr 
pptition pronpt: lv ,  we recognixe t h a t  you h a v e  3 nilzber af 
policyholdcr~ to con tac t .  I f  you c s n n o t  p r o v i : ? ~  us t h e  
requestee information w i t h i n  t h i r t y  aays,  p3ezse  l e t  c s  k f i c i -  

when we csc  e x p e c t  this infornution. I f  you h a v e  any 
questions, f e e l  free to call me. 

Sincerely, 

David H. Levine 
Tax Counsel 

cc: Mr. 

bc: Mr. E. L .  Sorensen, Jr. 


